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Diear :

This ia a final adverse determination as to your exempt status under section 5301(c)(3} of the
Internal Revenue Code. 1t is determined that you arc ne longer recognized a3 exempt from
Federal income tax under Section 501 (¢)(3) of the Internal Revenue Code, effective
October 1, 2008,

Our adverse determinelion wae made for the following reason(s):

You have failed to demonstrate that you have operated exclusively for charitable
or other exempt purposes as required bry Treas. Reg, section 1,501(c)3)-1(c). One
of your primary activities is the promation and sales of dietary products in a
cornmercial manner. More than an insubstantial part of your ectivities were in
furtherance of this nensexempt, commercial purpose.
Contributions to your organization are not deductible under code section 170 of the
Internal Revenue Code.

You are required to file Federa] income tax returns on the form indicated abowve.

By executing Form 906-¢, Closing Agreement on Final Determination Covering Specific
Matters, you have waived your right to contest this determination wnder the declaratory
judgment provisions of section 7428 of the Internal Revenus Code.

If you have any questions, please contact #he person whose name and telephone number are
shown in the heading of this [stter.

You also have the right to contact the office of the Taxpayer Advocate, Taxpayer Advocate
assislance is not a suhstitute for established IRS procedures, formal appeals process, efc. The
Taxpayer Advocate i not able to reverse legally correct tax determinations, nor extend the time
fixed by law that you have to file a petition in Court. The Taxpayer Advocate can, however, see




« - ~that g tax matter that may not have been resolved through normal channels gets prompt and
proper handlieg. If you want Taxpayer Advocale assistance, please contact the Taxpayer
Advocate for the IRS office that issued this letier. See the enclosed Notice 1214, Helpfin
Contacts for Your “Notice of Deficiency ", for Taxpayer Advocate telephone numbers and

addregses.
Thank you for your cooperation,
Sincerely,
%ﬁ/f% Aisy
KAREN SK1!
TEAM MANAGER
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Certifiad Mail - Retum Raceipt Requested

Dear

We have anclosed 5 Copy of our report of examingtion explaining why we believe
revocation of your axempt status under sectlon 501 ()3} of the Intemel Revenue Code
{Ccde) Is necesseary.

If your accapt our findings, take no further action. We will issue s final revecatic letier.

If you do not agres with our proposed revocation, you must submit 1o us a written
request for Appeals Offica consideration within 30 days from the dats of this lstler to
protast our decision. Your protest should include a statement of the facts, the
appiicabla law, and arguments in support of your position.

An Appeals officer will review your case. The Appeals office is independent of the
Diractar, EO Examinations. Tha Appeals Offica rasolves mast disputes Informally and
prompily. Tha enclogsed Publication 2498, The Examination FPrmcess, and Publication
882, Exempl Organizations Appeal Procedures for Unagrast issues, explain how to
appeal an Internal Revenus Service {IRS) declsion. Publicatian 3498 also includes
infarrmation on your rights as & faxpaysr and the IRS colisction process.

You may also requast that we refer this matter for fechnical advice as explained in
Publication 862, If we issus a datarmination letter to you based on technical advice, no
further administrative appeal is availabla to you withir the IRS regarding the issue that
was the subject of the tachnical advice.

Leatar 3616 {04-2002)
Catalog Nomber MELSF
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f we do not hear from you within 30 days from the date of this letter, we will process
your case based on the recommendations shown in the report of examination. If you do
not profest this proposed determination within 30 days from the date of this letter, the
IRS will consider it to be a fallure to exhaust your available administrative remedies.
Section 7428(b)(2) of the Code provides, In part: “4 declaralory judgment or decree
under this section shall not be issued in any procesding unlsss the Tax Court, the
Clalms Court, or the District Court of the Unlted States for the District of Columbia
detarmines that the organization Involved has exhausted Its administrative remedies
within the Intemnal Revenue Servite.” We will then izsue & final revocation letter. We
will also notify the appropriate stete officials of the revocation in ascerdance with section

§104{c) of the Code.

You have the right 1o contact the office of the Taxpayer Advocate. Taxpayer Advocate
gasistanca Is not a substiiute for established IRS procedures, such as the formal
appeals process. The Taxpayer Advosats cannot reverse a iegally correct tax
delarmination, or extand the time fixed by law that you have to file a petition in a United -
States court. The Taxpayer Advocate can, however, see that & lax maitar that may rot
have been resolved through normal channals gets prompt and proper handling. You
may call tolfree 1-877.777-4778 and ask for Taxpayer Advocate Assistance. If you

prafer, you may contact your local Taxpayar Advocate at:

If you have any questions, plaase call the contact person at the telephone number
shown in the heading of this letter. if you write, please provide a telsphone number and
the most corvenlent time to call if wa need to contact you,

Thank you for your canpsration,

Sincerely,

Marsha A. Remiraz
Director, EC} Examinations

Enelosuras:
Fubileation 892
Publlcation 2498
Report of Examination

Lattar 3E16 {D4-2002)
Catalog Humber MA9EE
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ISSUES:

1; Is ZOXXXXXXXX operating exclusively for charitable and public putposes with no part of its net
earrungs inuring to the benefit of private persom and in compliance with the organizavional and
operational wsts of Internal Revernue Code JRC) Secrion 501{c)(3)?

2; IF 30(X qualifies for exgmption under 501(c){(3) is it subject 1o unrelated business income tax and to
filing of FORM 990-T for years ending September 30,  , and September 30, s it received
more than $1000 of unretated business income during these years?

3: If XXXX qualities for exemption under 501{c}(3) should it be assessed a delinruers filing penalty for
a delinquent Rlng of the 990-T?

EACTS:
XXXX Organization and Hierarchy

XXXXX was mcorporaved in XXX under the Not- for- Profic Act on Jan. 6, 1970. It meeived
IRS ruling as public charity under 501(c)(3), 505(a)(1) and 170(b)1){A)(1v) effective May 25, 1970.
KAXXX hag been the 330X founder and has held the Presicent, Execurive Divsctor and Treasurer
positions contimiously,

XX s antickes list eighteen (18) different social and educational purposes for which the
cotpomation was formed, such as: 2" design, develop, 12st, implement and evaluate emerging patterns
and models of community life and be consuhtants to communieies and orgaizations,” Other ses
nclude improving comnmnities’ kfe, integrating minoritics, helping individuals to batrer cope with changes
in: Iife and commmanity, heﬁ}igdmgusem, helping parents and their children ro better commmnicare, and
improving the quality of ional programs in communicies, The articles inchude no clauses limiting
legislation, prohubiting political activivies or limiting non 501{c)(3) actrvies,

KHXXX bylaws state that the organization will be an educational social service corporation. ‘The
bylaws provide that 300X officers are:
A President- who shall preside over the meetings and also maintain general supervision of the conduct and
atfawrs of all aspects of the corpemtion. He can sign disbursernents,
A Secretary ~who shall keep a recond of the proceedings of the tustees and keep the comespondence for
the corporation and parform other duties that wall be assigned by the Board.
A Treasurer-who shall perform all dutzes as are assigned by the Board, will sign all the disbursements;
examine alf financial transactions and siga financial reports on a monthly basis.

In years ending Sepr. 30, 20 1o the present the offices of President and Treasurer were held by
XXXX while the office of Secretary was held by J0000K- his spouse,

XXX Web Site Presentitons
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ARXK webaite' staves that X0000X under X00KX snables visiomaries to creare and direct the
vanety of X000XX"s divisions,
The pictures on the laft are of the following “Divisions”- which are accessible by clicking on their
respective *links” on the XXXXX's hamepage; information that was presented on the web inchides:

XXX30E- Director: XX000L “X000X is XXXOX's new book that provides the bluspring for
living and new hope”.

There is an image of XXX and upon clicking on it one visits the sive: XIO00K?

Thar states: "XXXXX is a 501(c){3) nox for profit foundation. It & curremtly under the umbrelk of another
outstanding non-profit organization, X00O(X",  Abo: "should you wagt to support the work of
XXXXX, donations are, of course tx deductible... checks should be sent to X00000OGG00L Al
donors will prompily receive an acknowledgement for tax purposes.”®

The web has a link called: “X3G00C? that takes the reader 10 the web site of X3000K website, It states
that che company XCXXX) exists solely for funding J0000C,

Wab site: X states thar these producis are produced by X and advocares the products for home business
and mi;:r people seeking business opporunity. It mentions a company called X and repeats the following
waords:

XX XX

XE Director: 30
“X Composed, Founded and Directed by X sponsored by the X and now it i a Division of X, 2 501(9)(3)
educational non-profit organization.” Alsa: *® Words and music by X All rights reserved ™
The web siw includes text of the song, which is dedicated to peace around the workd, part of which is:

To order CD rmail the order form to “X*. “Proceeds from this CD/DVD will be utlized o cover
program and production costs; te facilitate future X program and global youth gatherings; and to promate

x * * w»
' Web page X C-5(10)1-2
* Web page X C-5(5031- X webpage
T wip X C-5(5002
* wip X C-3(50M
* X C-5(30)2- wip C{50Y7
X C-5(401-2




B6-A | EXPLANATION OF [TEMS | Page3of19

| -
Name of Taxpayer EIMV: Year/Pesiod EndedT

the integration of peace curricula ang initiatives in commumnities around the world." ... *Your tax
deductible donation in suppore of this project can be siled to: X,

X2 diecrors: X, There is an image "X, Clicking on the image takes pou 1o X the webgite of X,
“X X ™ " AIRING ON PBSIL,
“X" is an angoing series of half-hour programs focusing on the oning interest in alternative and
imegratve healing” also: *Interested? Please contact us”. .. “Available for licensing “X@~ ™ *.

X- Director X1 Qlicking on the picture of a sick person in hospital bed leads to X thar seaves:
*X Proiect is a non-profit orpamization, All donations are tax-deductible, T X administer the services.”..,

" The link leads to a downloadable article
"X" - about X who through the consumgstion of X has strengthened his imsmune system, #

X this program has been discontinued past Sept. 30,

X's Staff:

X is a licensed family and marriage therapist, He i a Presbyterian minister and has the following
educational background: B.A. Commmicadons from , B.A and
M.A. in Divinity from , organizationa] development taining a

» arul sexualiey therapy training from . He has been X's Presiden:,
E::asumr. executive director, and farmly aod mantage/fe coaching and tmining counselor since 1970 to
present,

X Admitting Additional Peograms 8 Conferting 501(c)(3) Status upon Them

In recent years X Board reviewed and spproved adding programs o X for 4 fee.
On 10/2/2000 X's board decided to accept two programs, these were described as:
-The X Project- 1o see if giving children diagnosed with ADD and ADDHD muarisonal supplements will
improve their rebtionships with sheir friends and family, improve their self esscern and imprave their
gracies at school. X would divect it

-The X Program: designated to help those that ave eritically or terminally ill by providing them with

rutritional supplements that have been scientifically proven o support the body's natural ability to heal

itself, This program was an outgrowh of X “training program designed w train people to work with non-
w O E W W

? X web pages C-5(40)5a

X web pages C-540¥5h

X C3030)

' X C-5(30)2

"X and X wip C-3(20)1-2

%X -5 (20) 48

" reft X minutey
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profits wo shnrwl:hu?dnhnwm increase the income of the non-profits.” :
‘The program would recruit volunteers to identify people who are terminaily/ critically ill and would be
sponsors of the sick. Those sponsors would be responsible for mising Funds vo purchase the products to
be given 1w the sick people. X would become X's director and X will sign an agreement and 5% of the
income gencrated by X be donated to the XCs general fund.

On Dec, 18,200 X accepued X as a new program and accepted X as a Director. X is a novel by
X that ernbeds a blue print for building an interdependent spiriwal community in the inner city.

On June 15, 200 X accepred two programs and accepted X and X and X respectively as the
permaners directors of X and X These programs were fusther described i the minutes:
-X- is a X Based organzzation, Its mission is 10 educate the wodd. Their donations will be used to fund
ecucational programs that will be aired on public TV, The officers also have a commercial company X, that
produces moviss for TV and is a for profit entity.

-X. During the past year X worked with older teenagers who wanted to educate the parents and the high
school system to change the education 1o be more appropriate to their needs. After the year’s work they
formed an organization that will hnveaplacemhereﬁ’;;cmrmlu the changes on the comuumnity,

On Nov. 12,200 X discussed a request of a media pro called X; i s hased in
and focuses oa captuting the beanty of mf;:mnmg healthy, positive activities. It
does this by filming activiries that promowe healthy living. They have sponsors for funding their
programs and a vaziety of markets for testing public interest in their products. They mquest to
conditionally accept them as one of X programs. After discussion it was resolved that X will be
conditionally accepred as new program of X and thar X be the director of the program.

On April 8, 200 X accepted 3 X rmet with X and he agreed that her mission and purpose are
comparible with X7s. X's mission is .

X then became the permanert director of X,

Nore of said programs have applied to IRS to make a determination of their qualifications for
exemption under 501(c)(3). These divisions were told they obtained 501(c)(3) status by becoming Xs
programs,

X wras 1o recerve 5% of the gross receipts of said programs in renum for administrative and accounting
services T was 1o provide, which alse mcluded the required ing to IRS, Some of these divisions garve
X more control over their bank and X was 10 disburss fonds their bank account; such way the case
wath X and X. However, X was the one who authorized disbursements checks on that account,

None of X's divisions is an association, 2 corporation ora trust. These projects were operaed by
individuals, IRS’s IDR 10{a) asked for documentation that establishes what entity X is, 'This information
has not been avalable per X'z reply 1o IRS thar was provided on 3/14/70¢.
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X Divisions Operations:
X's programs as repored on Form 990 and o IRS are summarized in TABLE A:

55179 &%

X Larger Divisions {based on % of mvenue generated):

* & * ®
Wp ond and 5 Reply dated 97272005 (COR-10)
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X is X; X programs have 2s their focus the education, training, counseling and consulting of
individuals and groups that want w mprove their relationships, mazimize their health, move from survival
10 succesy and suppory positve changes in their communitias.

The Qlient. Information Ragarding Counseling form staves that the clients make their donation for
each session a1 the beginning of each session; checks are to be tuade out to Xnot w0 X, X charged $75/he
for the “X* Life Couching program,

X income included rental fee paid by sub-lessors of its offices. X received § for work X did w
help X’s real estave business. The income that was deposited 1o X bank included granis of other divisions-
the larger ones were § and { respectively from X and X These were obtained for X and X
prograrms respactively, $7.730 was retransferred to X bank accournt subsequently.

X's operating expanses inchuded: personnel, facilities, and wilities, For fiscal year ending
9/30/20 (FYE 20 09) these expenses included: $ consukam fees 10X, § office renmal at
X, X, CAX PG&E-1  and Telephone-§ .

jank Account -Deposits Made Dyrine FYE 9
3} INOOME PRR. TALLY OF RECEIFTS
par X rent divisiona | Foundetions | books & | consuiing | total
G/L counealing incomsa Grants tapas Leslie

1 s 3 s 3 : $

X-X signed an application and became 3 Chatiey Progratm of X on 10/20/2000. Under the
agreernent, X supplies X Inc. products at reduced cost. (X is a 501(c)(3) entiry whose officers are Xand X
-X President and his spouse).

X sells the products at cost plus 5% for administration. Xr gets ermails from X associaces that they met
someone with terminal illness and they want X to help. X then directs them to the web where they nzed o
fiil the followng forms:

17 form- asks for the participant’s profile: name, address, diagnosis and the required X,

2™ form: consent formr where the pamicipant allows Xio share the person's medical records and disclose
the person’s progress {out only disclose fg:l name),

3* form: progress report: requests infarmation about the person’s response to X

After gerting the person’s onder, X then sends back a quote for the cost of the order and adds 5% extra.
Then X ctﬁm full payment from the participant {or the participant’s spensot). She then deposits the
money © X account and she Faxas the orders to X. When the product is shipped X charges X's AMEX
account 1o mote than the agresd amount. When the monthly AMEX stacement i received, X transfers

& ¥ % %

13 A grecment berween X and X C-11(10}

Department of the Treasury - Internal Revenue Service Form 886-A.
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the needed sum from X bank account to X bank account. AMEX account is paid from X bank account.

X' orders and all the copies of the checks showing who paid for these orders were requested by IRS. It
took approximarely nine months w get them (beginning wich IRS’ IDR. 4 dated 3/25/2005, then: IDR
4{a) dated 6/21/05, IDR. 4{b) datedt §/8/05, IDR 4(b){1} dated 9/8/05 and IDR. 18 dared 11/14/2005).
On 1/17/2006 IRS received most of the copies of checls deposited to X5 bank: -notall the
corresponding orders were provided. These checks were compared with the corresponding orders. If any
of the arders were missing these were nov included in the analysis. The analysis shows that the majoriy of
the orders (10) were paid for by persons purchasing their own X, Spomsors included family or friends of
the persons who purchased the X,

Who neaded (0 pay Copry of
Sampla Odar Ship ta Chock who sponsorad B person
A Date Provided?
1 10f2020 X X ¥ sored
2 0B X Parents Yos | Xgpamnis paid
5 10/20¥20 X X geposit | was sponsored bey mands
caEh
L) 1072020 X X bl Soif Bponsond
5 10/2mEn X Sponsors from e lodgar | wag spongorad
ghurch by memnpors of e church
¢ | w2 X dapoa | Hoandork
cish
T 11726/2( X X Yo gaif sponcorgd
-] 1204020 X Check of $291.90 Yua solf aporexrod
& 118240 X ok Y
* X v
tha mgthar of Ha pirtfiiend
10 JHN2L X X Yes, AT SO i
11 4 i Ligw M. Card | seX sponsored
12 L N Wisp visa self sponsored
13 A3V ¥ VISA viea soll gporsored
" 220 A Money order by hi ] 5o sponsored
1% B1t720 X VISA vikh sell eponeored

Department of the Treasury - Inbernal Reverne Service Form 886-A




T EXPLANATION OF TTEMS Tage 8ol 19
| _
Name of Taxpayer ETIN: | Year/Period Ended

|

X (X)- X signed an agreement™® with Xs Director X in Apnil 2003; it describes the prupose of the
progrant: to raise funds forthe prograns and productions which have as their focus bringing oneness w
all people on the plinet through songs ard music,

The copyright for the music, hyrics and logo design of *X remains the property of X, who will have the
USA copyrght ownenship of future CDs and video production. In the atmchment to the agreemen:, X
described X as a sole propeistorship, ¥ “Travel, production cquiprent, website development and
maintenance, as well as her commitmeat of time have been predominately self-funded. Some privane
donations have been received that were applisd wowards tavel or production expenses.”

X's financial reportto X" forthe period 5/8/ - 12/31/

$  varicus Accommeodations
and travel in
Amprralia oo $
specifizd

| Expenses;

5 travel

$ supplies

§ professional services by X

X's Smaller Divisions:

X" The grants that the X obrained under X’s name were deposied to its bank account and were
subsequently paid over to X The tora funds deposited was of which were paid to X to
produce *X™™ Episods Synopses and VES sample tapes that were sent to 3
a0 agency that arranged for the screening of the TV series at prospective TV stations. PBS-public stations
?ﬁcrl_:usftf:;fedwemg' ing tights for this saries at 2o charge. Additionally, X used § to pay heakh benefirs
or is staff.

The following quote describes the content of the Episade Synopses:
Evisode One's svnovsis;

place
* ® X *
' Agreement botwoen X & X wip ¢-11(80} a-b
"7 X Overview wip c-1 1{40)6-7
" awip D-3(40)
¥ wip C-13(35) 1-4; se¢ X reply dated Nov. 7, 2005 (COR. 17) andXreply dated Nov. 3, 2005 (COR. 16)

Department of the Treasury - Imemal Reverme Service Form 386-A
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‘TABLE D: The X; _
Deposits Received?® | Income sowrce: Grant, purpose: Check made/sent to:
11/4¢ -$ Gran-X To pay great witery X
Andfor inform PBS stamoms
about X TV senies
1/25/ -$ Grant- Fot *X™ TV X
X
Totak: $ ~ —
%g of Ely; gald [ Use/Purpose of Funds;
L/ ksl | X Administration services X
W@ [ 1ckdd | X 12721705 lenwer statas 51,200 [ X
were used to pay bealth
_ benefirs for X personne]
972% 8 Yki7 [ X 5/30/05 kerter mapes: forgmm | X
writer X
B8/ 17/05 Jetter states: for cost
of VHS samples and show
CataloguEs Sear to

X: The documentation for the program includes X's board mimutes of Nov, 12, 2002 and minutes dated
June 5, 2003 (those two minutes wete provided to IRS later than the bulk of the mines for the period
10/2/2C -12/20/2C  thar were provided on inftial appoiatment date of 6/6/2005), Other information
is from X's bank and G/L records and is summarized below?.

* R W &

B wip D3 (300-303] Ded{304-308)
3 ¥ /L D{10Y1-11: Workpaper D-3(11)-List B of expenses as verified on 7/25/05.

Depattment of the Treasury - Intemal Revenue Service Form 886-A
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1716/ -§ k235 | Xexpemes Expenses- undocunented |
1721/ -§ k2924 | Xepostuve media Unclear - what was the | Board nunutes
use of the funds

3: X has ot received conemporaneous records of X's financial and other activities, or how many X
books were sold. It has not opened a bank account for this division, In reply o IRS IDR 10(z) of
2/28/06, X notifisd X thar it & no longer under X's 501{)(3); it has incorporated m Jan. 2006 and has
applied for its awn 501()(3) stamus.®

X and X Divisions:
X, X and X are X Associates. X Inc. s 2 pubbicly waded ¢ y. It manufactures and sefls
nulm'.lﬂuals ements called “X” (also called X). anmm lements but have nor been
e FEIA as to their abilities to cure diseasss. X wuses Muh—k"ﬂ:l marketing (M-L-M) 50
hutc ns ucts. Under the MLM, each of the disoribuators (caﬂ&d “Kﬂssomates"} receives a
commission based on X produects the distrbutor sefls and also receives commission for sakes by the
additional disuibummcdismhltnrmﬁsaswe]lasme dsuibutors they recruit.

¥ and X wanwed to build 2 project comparable to the X that X conducted in .'The X was a study
that X condurted whare children suffering from ADD- (Amtention Deficit Disorder) were given X to see if
their condition will improve. X believed that once the study is over either the childrens’ parsars will

contmuzwbu}rﬂw}{ortlnywiﬂ stop buying then, Those who would want to continue byying X will
then become X Associates and will help ateract more donations for X,

X's X hired X to wmin X Associates to parmer with Non-Profit organizations. When X went to
conferences he would conducts workshops and bring his training books that he wrote wich him,

X Baoks for Training X Associates
X %- an Alternative Way to Fund Your Favorits Non-profit Organizarinn, Preserving Self
Reliamce and Generanng Cn-going Rasidual Income, - by X and X {copynght January 1998).

The *Executive Sumnmacy” explaing that raising funds for Noo-profits in waditional ways & very difficult
and frustrating,

* & ¥ %

2 X latter a5 recoived by [RS on 1114406 w/p COR {25)5
“ X*s email dated 373072001 to X [wip e=11(25)]

* Itorviews 6/6/05 and &/10/05[w/p o-1(190) , ¢-1{26)]
25 ¢ $(20)

Department of the Treasury - Internal Revenue Service Form 886-A
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Pg. 2 dtates that X said *One of the best ways to raise money for non-profits is to pucthemm
your netwotk marketing organization; the more product that is distributed through that portion of your
awmnttmsuppomﬂ:cnon-pmfmmmmomﬂummmmmwilbegemnwdmwlﬂw
up 1 suppart that non-profit onganization™,

Also on pg. 2: “Here’s an gxample of how it works: The Reverend X is o minister at X Church in
¥ In 1993 Shzﬂymihlsmﬁexnmnutablemadequmbrﬁmmmmhu in thair ministry and took
up ‘tent making’, which for X meant carpentry work Six months after becoming itvolved with X, a5 an
independers discributor, X was $10,000 a month. By Churistmas of 1995, hcms:mhngim Dﬂﬂa
month and in May of 1996 he was over $50,000 2 month. The amount kee
$100 a momth from the church in sabry and has donated back to the church
income from X to enlarge their mitiistry several fold, which includes adding two new l:mms:em,

pg. 7: “How to Ger Started; what follows is a simple way that X can be wsed v help provide the

funds necessary for supporting your non-profs organizetion, Because tany non-profit corporations with
501{c)(3) status are concerned about being involvad, we have come up with 2 plan that by-passes this

concemn. [nstead of envolling the non-profit corporation in X, a small group of 2-6 people who are most
concermied about your organization, can create a sole propristorship or parmership for the purpose of
donating its incorne v the non-profit corporation. This entity would exist w donate its profits to a non-
profi and would be taxed accordingly. Maost activities of this group will be tax deductible, so that incomns
wouldmfactbeahkmgomthcnumpmﬁt’

1, Slgn up dw emtyundcrw}mvermmdmad youts X,

2, Establish the entivy as a separste organization from the non-profit.

3, Sign up 2-6 people whe are deeply committed to the non-profit,

4. Decide which of the 2-6 will be 1esponsible for fundraising for the non-profit.

5, Each person will then become a X Disttibutot and will make exara income.

&wﬂw by the entity will be distnbuted according to the agreements made by the mambers of

The book X a warkshop by X 1o facilitate movement from survival to personal & business
success”® was published by X in Jamnry 1993
'The following excerpes were taken from the book:
Pg. 1 “Where [ am Starting From™ has questions, the first quastion is:
“1, I have been a X Associate since ”, Other questions are abous the person's level of income
from X, about their X distribwitor canking etc.

A & A Kk

“ wip c-3(22)
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Pg. %: “Presentng the X Business Basics:
Explain and enrolt people in the business of network marketing: - the opportunity to be your own boss
make a3 souch money a8 you wanz,”
“X will be in business for magy, many years because of growing demand for these producrs,”... *We can
all grow prosperous with this leading company in this new X Indusery.”
Also on Pg, 9: “The Four Things you do in this business are: Expose, Tnvolve, Upgmade, Duplicar”,

Eligibility Requirements for 501{¢){3) ezempt status:

FINAL-REG $1.501(¢)(3)- 1. Organizations organized and operated for religious, charitable,
scientific, testing for public safety, literary, or educational purposes, or for the prevention of cruskyto
children or animals

{#) Organizational and aperational tests, (1) In order to be sxempt as an organization described in
section 501(c)(3}, an omganization muist be both organized and operated exchustvely for one or mom of the
puwposes specified in such section. If an organization faiks to meet either the organizational test or the
opemimai):m, 7t IS IOt exeTnpt.

{2) The temm "exempr purpose or purpases™, as used in this section, means any purpose or
purpeses specified in section 501(c)(3), as defined and elaborated in paragraph {d) of this section.

FINAL-REG §1.501(c)(3)- 1. Organizations organized and operated for religions, charkable,
schiﬁ:ific, testing for peblic safety, lerary, or educational purposes, or for the prevention of cruelty to
chuldren or animals

(d) Exenpt purpeser (1) In (i} An organization may be exempt 25 an organization described in
section 501(cK3} if it &s zed and operaed exclusively for one or more of the following purposes:

(#) Religious,

(#) Charitable,

(q Scientific,

(d) Tﬁtmg for public safety,

(4 Literaxy,

() Educational, or

{@ Prevention of cruelry to children or animals,

(i} An organization is not organized or operated exchisively for one or more of the purposes
specified in subdivision (j) of this subparagraph unless it serves a public rather than a privane interest,
Thus, wo meet the requirement of this subdivision, it is mc&sswg‘:"anorganizaﬁontoesnbl'uh that it k5
"ot organized oraﬁ;:ed for the benefit of private interests such as desigmated individuals, the creator or
his family, sharchoklers of the organization, or persons controlled, directly or indirectly, by such private
ingerests,
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What is the meaunlag of “Organizational Test” ander 501{cX3)

Intemal Revenue Manual: (IRM )7.26.3.2 1, IRC 501(c)(3) covers only corparations, community
chests, funds, and foundations. This means that sore kinds of groupings can qualify and some cannot.
Eﬂdenﬂp, an individual cannot be exempt. Neither can a partnership. By the same token, a formless
aggresation of individuals cannot be exempn,

w % TCM (QCH) 622 (1950), the Tax Court clarified 2 formless
z%gatmn of individuals without some organiziog instrument, goveming rules, and regulady chosen

{ ]!{3 ;wouldnmbe a * corporation, community chest, fund, or fouraton” forpmposes of IRC
S01{cH3

provide that an organization # organized exchsivelyfor one or
more exempt purposes only if its anicles of organizztion:
# Limir the purposes of such organization to one or mers exempt purposes; and
® Do not expressly esmpower the organization 1o engage, otherwise than as an insubstantial part
of its activitias, n activities which in themselves are not m furthexmce of one or more exempt
purposes.

The temmn “articles” includes “the trust istrument, the corporate charrer, the asticles of association,
or any other wrinten instrument by which an onganization is created”. Rag. 1.501(c}(3)-1(b) (2).

1 ﬁnmymzamn does mtmeettlm m‘gm:zmmmltr.st i s amcles upmsl)rempcmrm

a. To devote more than an insubstantial part of its activities 10 influence legwslation by propaganda
or otherwise Reg. 1.501()(3}1EHNE);

b. Directly or indirectly to participate in, or mtervene in (including the publishing or distributing of
statements), anypo]mcal catmpazgn on behalf of or in opposition to any candidace for puklc
offce (Reg, 1501()(3}-1 HIOVE: _ o

<. To have objectives and 1o ¢ in activigies which characterize it 4s an “action” organization
(Reg. L5Q1(3H1 (B o

d To carmy on anyother activiges (unless they are insubstantial) which are not in furtherance of one
or toore exempt purposes (Reg. 150 1EXDOG).

Cases- Exemption Denied Due w Organizations Failing to Operate Exclusively for
Chazitable Purposes and for Serving Substantial Non-Exempt Purposes:

The presence of a single substantial nonexempt purpose can destroy the sxemption regardless
of the number or impontance of exempt purposes. Betier Business Bureay v. United States, 326 TIS.
279, 283, 90 L. Edl. 67, 66 5. Cr. 112 (1945);

When an organization operates for the benefir of private imeresss, such as desigoated
individuals, the creator or his family, or persons directly or idirectly controlled by such private
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mrms, tl-ue orgmmauon by dcfﬁumn does not operate exclusively for sxempt purposes, American

TG, [Exerapt a:gammumm Educauonal and clnmable urgamzauonr — of benefits to private
interests: *Private interests™ defined ], (May 16, 1989)
“P is organized 10 pursue educational and charitable activities. As its primary activicy, P operates a school
mtmnmdmdua]s to fill responsible posivions in political campaigns. P's wraining program is an

"ougrowth” of similar training programs previously sponsored by the National Republican Gongressional
Commirsee. Gracuates of s training program are prepared to function in such strategic campaign
positions as communizations director, finance ditector, or campaign manager. Approxarmarely 80 percent
of P's gradimtes participated in at least 98 campaigns of Congressional and Senavorial candidates during
1986. P has faﬂcdmcsmbhsh thax such panicipanon was on a nonpartisan basis, Ocher graduates
participated in gubernatorial or other statewide or local aigns, or were employed by vanious
Republican organizations. No graduate is known vo have aftiliated with any domestic political party other
than the Republican party: R determined that P’s activities bemefited the privats inverests of Republican
entities and candidates more than incidentally, a substantial nonexempt purpose. Consequerly, R denied
s application for exempt stans, Hal the requiremens that P not be operated for the bencﬁt of private
interests, section 1,501 (¢)(3) L(d)(1)(i), Income Tax Regs., is applicable notwithstanding R's concession thar
o portion of P P's nax earnings inured to the benefit of sharcholders or individuals. Held firtier,

ited private interests mchude those of unrelaced third parties. ... Held further, R's determination vhat

F operated for the substantial nonexempt purpose of benefiing pmuﬂ: intereses 19 affirmed.”

47 (1979), the appellate cours ldﬂmamnpmfuphmmuuumlamemnmmua haritahls
organization because it was operated for the substantial commencial purpose of providing pharmacy
services to the general public, Although it provided special discount rates for handicapped and senior
citizens in 15 avea, it was not committed to providing any drugs below cost or free to indigent persons.
‘Thexefore, although its services did impowe health in the area, i was primary a commercial vannure
opetated in cormpetition with other area phanracies.

In Lk

mmmmnmmmﬁ),m 'I'ax Oau:tupheldﬂm Sermesdmaluf charitable status
for the petivioners, UMRS and UDRS, which were nonprofx professional corporations established to 2id
certain medical and dental ms:deucypmgmm in upstate New York. A charitable organization
administered the residency programs, the teach ur;spnals handled the training, and medical schooks
supervised the quality of the teaching program. The pevitioners, which had no adtmmsmm swff, paid the
residents’ compensation and had nominal power to hire and fire the residents.

The petitioners argued they were charitable because they (1) advanced edwcation; (2) lessened the burdens

of the local government; and (3} were educational under the integral part theory, The court ruled that the
petitioners’ advancement of education was minimal; that the petitioners had failed 1o establish that either
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the medical schools orthe teaching hospicak were govemnmental emities or that the petitioners reduced the
cost of the training in any event; and thet petitioners were metely shell corporations providing the conduit
through which compensation might be made to the medical and dental residents. Thus, the petitioners
could not be conducting the imeeral functions of any charmable onganezations,

Revenus Ruling 76-206, 1976-1 CB 154, (Jan. 01, 1976), Promotion of classical rasic radio
programs. A nionprofit organization formed to generate mrmnnm}run:emstmdm revention of classical
nusic programs by a local for-profit radio station by seeking p SPOTISOLS, ECoUrAging comtinuation
of contracts by existing spnnsms, wping the public to patronize the sponsors, soliciing subscriptions 10
the station's program guide, and distribotimg materiab promoting the classical ansic programs, all of
whﬂ;{a}c;mfﬂ:f tend 10 ingrease the swtion's revenues, does not quatify for exemption under section
501(c){3) of the Code.

Rev. Rul 55-231, 19551 CB, 72, holds that an organization whose primary purpose is to promote
the circulation of the books of one of its incorporators and whose activities consist of puzchasing such

works and rnaking them available for public use is not organized and operated exclusively for educational
purposes

Cases Dealing with Earmatked Contribotions:
the taxpayer paid an educational institution
the wition and naintanance of a particular individual, who was the ward of a public charity, and chimed 2
charimble deduction. The court held that the taxpayer was not entited w the deduction because the
comaitwions were for the benefit of a particular individual,

mﬁmmmﬁummememm&mm
edec instieution and easmarked for the educational expenses of a particular individual were not

deductible bacause chey wers neither made co the college for use as it saw fit nor made for the benefi of
an indefinite number of p2sons, as, for example, a scholarship fund.

Who Has Auﬁmnt}' to Issue Detenmnauun o{ E:nemphon underIRC 5012

MW

SEC. 4, FILING AND PROCESSING APPLICATIONS FOR RECOGNITION OF EXEMPTION:
An organization seeking recognition of exempt states under section 501 or 521 of the Code is required o
file an application with the key District Director for the Internal Revenue District in which its principal
place of business is Jocated.

_ _f.[hisissueisbeingmisedaspanofﬂmRevenmAgechpomTheuxpmrhsmmmvide
s position.
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GOVERNMENT'S POSITION;

The government contends that X is not an organization that is deseribed in TRC 501(c)(3) because
it failed the dual tests under 501(c){3):
X failed the oganizational wst Its anticles do not include the required chiuses under 501(c)(3), because the
purposes theat ane ducnbedm:smmlesaremtlinﬁtedm those that are emimerated in Treasury Reps
51.50'1 c}[3)-1(d](1) for example: the purpose: “a: To desgm, develop, test, implement and evaluate

Fﬂ undelsofcunmumyhfeandhecunsulmmsmmmmmmmmdmwmms -

notuneo the eight purposes n saxd regulaion; further, X's articles donothamhnﬁugemmmgﬂx
purpases to 501(¢c)(3) purposes only, and XCs articles do not Limit propaganda or prohibis political activities

as required by 501(c)(3).

Additionally, X failed the operational test: X operations are not exclusively charitable, because it
operated for substantial commercial purposes and conferred substatial private benefit on private
intarestsX provided X to persons and clm'ged them above cost- which is not a chariable acumy
described in 501[::){3} a8 er‘.lded in Federation Yhipe - LIRS
pessons who paid for the supplemenss’ purchases earmaried then- c:hecks 10 pa}r fnrardcxs of

designared persons. Under the guidance of $E, Thomason v. Commissionar, these payments are not
charitable and are not tax deductibls.

E.Qiﬁmmmnxsmennmmﬂlf chmmb]r:pmpos:ohts ownandfumuom as :cnndun:
mmagentnf}{hﬁmsmu&mmhemuyt}ntpmwd&cﬂm X ar a discount,

The govemment contends that X failed the operational test on the additional grounds that they

promdedprwate benefit 1o XTac., which is prohibi underSDl[c (3). As exphained in Re, Rul 76-206
RIODIen Acaderay O THE SIS l}mm‘l’lﬁh F‘I’I‘Tﬂ.’;ﬂ bcmfitsmpm

m;emts arcnutq.uhfmdfurcxf:mpuun rEDl(c)[J] The promotion of X [nc.'s X by X, the toaining
manuals that X published advocating using non-prol muiaXIm: products and the publicity of X

Inc. supplements on Xn's web pages served the pmate interests of X Inc.
g, the presence of asu;?]e substantizl

As explained in B Bysi i
AONEXEMPE PIrPOSE Can dcstmyexempmn regandless of the number or roportance
The commercial sale of X and the mazketing services X provides w X Inc. confers private bcncﬁ:tglos}{
I, and do not serve exenpt purpose. These are substantial activities in scope and prechide X's
operations from being exclusively charitable.

X admined X and X and conferred 501(c)(3) status them. Both X and the Xa failed the
organizational test because they were formless aggregation of individuals and their purpeses were not
exchmsively charitable, XCs purpose: "bringing onsness 1o all people on the planet” i not one of the
purposes bisted i Reps. §1.501()(3}-1(d(1).

These divisions also &kd the operational test under 501{c}(3) because their operations promote their
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founders’ products: the CD of X's founder X and the TV progran produced by X and
fmde::d}{b;nd}{. Aﬂnft}msepersomlmldmmrﬁghma:ﬂﬁ;shgdghu of products that 2re
Proms X

Addivonally, the governmant comtends that 3 is operating the business of providing ion
under 501{c){3) for hire to anyone & deems fir. This privilege is reserved to the pwmmmym
IRS' 'I'.E:EE Izlivisiunér:fs described in Rev. Procedure 90-27.

TPCW admuued new divisions in exchange for them paying X 5% of their gross receipts; regardless of the
qualifications of these divisions under 501(c)(3). IRS' awdit of XCs divisions showed that these entities were
not qualified for exemption under 561(c)(3). Fusrther, X admitted X conditionally but did not obrain and
did ot retain any recordy of X For 501{c)(3) exempt status,

CONCLUSION:
Based on the foregoing reasons, the otganization does not qualify for exemption under section
501¢c)(3) and its tax exernpt status should be revoleed effective October 1, 2002,

ALTERNATIVE ISSUE 2;

If X qualifies for exemption under S01(c}{3} is it subiect to uorelared business incore mx and
16 filing of FORM 990-T for years ending September 30,  , as it received more than $1000 of
unrebated business income during the year?

LAW;

Unelated Business Income Tax Applicable Code Sections;

%’:’ganﬁaﬁnm subject 1o tax-

511(2){2 The tax imposed by paragraph (1) shall apply in the case of any organization...
described in secion 501{c)(1)} which is exemm.

212{3i(1) General rule-Excapr as vtherwise provided in this subsection, the term “unrelated
business taxable income” means the incorne derived by any organization from any untelated trade
or business (as defined in section 513) regubady catried on by i, less the deductions allowed by this
chapter whick are dircctly connected with the carrying on of such wade or business, both computed

ih the modifications provided in subsection ().

512(b) Modifications.»-
The mdgmmm ;'efemd to in ;&b@:cﬁm () da:.re the following; nd
512(b){12) Except for purposes of computing the net operating loss under scction 172 and paragraph
(6), there shall be allowed a speeific deduction of $1.000.

SEC 513 UNRELATED TRADE OR BUSINESS: 513(2) General Rule.~ The tem
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“unrelated trade oc busimess™ means, in the case of any organization subject to the tax i d by
section 511, any wade or business the conduct of which is not subsranrially xelamed (aside the need
of such organization for income or funds orthe use it makes of the profas derived) to the exercise or
performance by such organtzavon of its charitable, educational, or other purpose or function
constibating the basis for #s exemption under section ..., except that such term does not include any
trade or business--513(a)(1) in which substantially all the wotk in carryng on such wade or business is

peformed forthe organization without compensation.

" "This issue is being raised as part of the Revenue Agens Report, The taxpayer has yet w provide i
posation,

TION 1 2
'The term “unrelated trade or business” means, in the case of any organization subject to the tax
impased by section 511, any mrade or business the gonduct of which is not substanrially related (aside
from the need of such organization for incorme or funds or the use it makes of the profits derived) to
the exercise or performance by suck organizadion of itz charitable, educational, or other purpose or
function constivuting the basis for ts exemption under section 501

According o the audit the X received income from unrelaced business income:
It received $ from X for the help it extended to her for-profit realestate business, Thus, it was
not a chadtable activity that is related ta the X's educational purpose.
Addieionally, the § of Divisions Income X received was for providing those divisions
administration, accounting and tax reporting services, These sarvices were not rekted w X's
educational pufoses, the prepamation of accounting records and reporung to IRS is
indistinguishable from services thar for profit accounting and filing entiwies such a5 H&R block provids
for a fee, These activities serve necessary business purposes bue not exchsively chartable purposes.

CONCLUSION:
Based on the above, X's income from these scunces shonld be reported on Foxm 980T for the
year ending Sept. 30,20 | a5 #s unrelated business income was greater than $1000.

TE

If X qualifies for exemption under 501(c)(3) should it be assessed a delinquent filing penalty for
a delmcuent Eﬂgaf the 9%0-T?
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LAMY:
§ 6651, Failure 1o file tx retumn or to pay tax.
(a) Addition to the tax. In case of failure--

(1) 1o file any recurn required under authoriry of subchapuer A of chapter 61 {other than part 111
thereof), amount of such tax if the faihure is for nor more than 1 month, with an addirional 5 percent
for each additonal month or fraction thereof during which such failure continues, not exceeding 25
percent in the aggreaats;

(@) to pay the amount shown as tax on any revum specified in paragraph (1) on or before the date
preseribed for payment of such tax (determined with regard to any extension of time for payment),
unless it is shown that such Eailure is due to reasanable cavse and aot due to willful neglect, there shall
be added to the amount shown s tax on such rerum 0,5 percent of the amount of such tax if the
failure is for not more than 1 month, with an additional 0.5 percent for each additional month or
fraction thereof during which such faihire contimues, not exceeding 25 percent in the agpregate;

'This issue is being raised as part of the Revenue Agern Report and the taxpayer has yet to
provide iks position.

X was found to receive unrelated business income during the year ending Sepu 30, .
Thus, it was recuired to file Formn 990-T to report this income and pay the income rax. It failed co do
50 timely and it should be subject to penalties under Secrion 6651{a){1) and 665 1{2K2), Failute to fil= a
E‘x retum (penalry of 25%) and Failure to pay the tax due (penalty is 19.5%- payment was due
15/2004).

CONCLUSION:
X should pay penalties in addition to the tax for its failure 10 file the form 990-T timely and its
faihure to payche required tax timsly.
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